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FEDERAL HOME LOAN BANK BOARD
Finance Subsidiaries of Federal Associations, Financing Through Subsidiaries of Insured
Institutions, is the title of a proposed rule by the Federal Hom e Loan Bank Board
(see the 5/16/85 Fed. R e g ., pp. 20422-30). In addition to its proposal to amend
its current regulations in this area, the FHLBB is also proposing to require all
institutions whose accounts are insured by the FSLIC to include in their minimum networth calculation certain financings through subsidiaries. Comments must be received
by 7/8/85. For further information contact Joseph Longino at 202/377-6446.

FEDERAL RESERVE SYSTEM
Variable rate disclosure under Regulation Z, Truth in Lending, is the title of a pro
posed amendment by the Federal Reserve Board (see the 5/15/85 Fed. Reg., pp. 20221-25).
In general, the amendment would require creditors to provide more information to con
sumers about the variable rate feature of adjustable rate mortgages than is currently
required under Regulation Z. Comments must be received on or before 7/12/85. For
further information contact Susan Werthan at 202/452-3867.

PENSION BENEFIT GUARANTY CORPORATION
Continents by "constituents" represented by the AICPA membership, have been requested on
the semiannual agenda of regulations by the Pension Benefit Guaranty Board, accord
ing to recent correspondence. The PBGC agenda of regulations was originally pub
lished in the 4/28/85 Fed. Reg., pp. 17970-78. The letter from the PBGC states that
they would be happy to answer any questions and to receive comments on the agenda.
For further information, contact Renae R. Hubbard at 202/254-6476.

TREASURY, DEPARTMENT OF
Tax practitioners can expect more "stringent enforcement of the standards for the right
to practice before the IRS", according to a 5/17/85 IRS News Release. Greater
emphasis will be placed on procedures for referring possible violations to the Dir
ector of Practice, which can result in disbarment or suspension of the right to prac
tice. IRS district directors will become more closely involved in referring the
names of attorneys, certified public accountants, enrolled agents and enrolled
actuaries, who practice before the IRS, when these practitioners are connected with
abusive tax shelter cases. According to the announcement, referrals are appropriate
when tax practitioners issue tax shelter opinions that violate the requirements of
section 10.33, the final regulations covering tax shelter opinions, which were pub
lished in the Federal Register on Feb. 23, 1984. IRS also said that referrals are
warranted when practitioners have been assessed penalties for promoting abusive tax
shelters; have been enjoined from promoting abusive shelters; have taken tax shelter
losses or credits after having received a pre-filing notice from IRS, or have clients
who have done so upon the practitioner’s advice; have been penalized for giving bad
advice that created an understatement of tax, or have not complied with the require
ments to register a tax shelter. The IRS also said that referrals may be made to
the Director of Practice regardless of whether any penalties have been assessed in
connection with an abusive tax shelter case. Referrals will be made when the situa
tion indicates that the practitioner has failed to follow the rules concerning prac
tice which are in the Treasury Department Circular No. 230.

2
TREASURY, DEPARTMENT OF
An IRS practitioner survey, "with 2000 personal interviews and 20 focus groups with
CPAs, public accountants, attorneys, enrolled agents and employees of national and
local tax services" is scheduled for this Fall, according to IRS C o mmissioner, Roscoe
L. Egger, Jr. in an address before the AICPA's Tax Division Meeting in Crystal City,
Virginia, on 5/14/85. Among the potential questions to be asked by the IRS are "how
do you see yourselves; what do clients expect of you; how many practitioners double
as financial advisors; and where and how do you draw the line between client interest
and the camion good?" Turning to the area he described as "professional Ethics - Tax
Shelters", Cormissioner Egger was critical of seme CPAs whom he accused of signing
their names to "ridiculous, downright flakey" tax shelter schemes. He stated that
he had seen a number of these returns at IRS service centers and was "greatly dis
turbed". He continued, "And so, I might add, must be the tax division of AICPA".
C o mmissioner Egger concluded his remarks by stating, "I can assure you that the chal
lenge to your profession and mine that these tax shelter returns represent will not
go away. We're ready to work with you to fix the situation. As I see it, neither
of us has a choice."

SPECIAL: POB CHAIRMAN ADDRESSES AICPA SPRING COUNCIL MEETING
Restoration of public confidence in the auditor's opinion "can only be done if the pro
fession is willing to undertake a bold rethinking of its role and has the will to
make the necessary changes", according to Public Oversight Board Chairman, Arthur
Wood. Addressing the AICPA's Spring Council Meeting, Mr. Wood stated that this was
a "critical time in the history of the accounting profession." Congressional hear
ings into the profession is not the cause of the crisis, it is a symptom. It is a
sign that due to the recent unfortunate business failures, investors and depositors
are losing faith in the ability of the profession to perform its job of assuring the
integrity of the financial information upon which our capitalistic society depends.
The loss of confidence in the auditing process has been exacerbated by the fact that
the self-regulatory process has failed to guarantee that an auditor's clean opinion
of a client will not result in the client's subsequent failure, Wood contended.
"None of the audits which have been under scrutiny before Congressman Dingell's sub
committee or which are expected to come under scrutiny were performed by a firm that
has ever received anything but a clean opinion in its peer review," he pointed out.
This is disquieting, he added, because it demonstrates that the profession "cannot
take much comfort from the statistic that the overwhelming majority of member firms
conduct their practice in accordance with the standards which have been established
by the AICPA, Division for CPA Firms, and SEC Practice Section." The limitations of
the quality control review and peer review process thus require that the profession
undertake changes that go beyond those already in place, Wood noted. Mr. Wood recom
mended the profession require independent auditors to make a "meaningful assessment"
of the quality of the internal control system and to communicate to the audit commit
tee their findings. Mr. Wood concluded by stating, "The members of the Public Over
sight Board are fully committed to the belief that the accounting profession and the
nation are best served by a system of self-regulation and that there is no need for
further governmental regulation. However, failure to come to grips with the problems
will be the harbinger of a measure of regulation that can only stifle innovation,
competition, opportunity and professionalism. You must forego your differences,
recognize the crisis, and act in unity to defeat it. We share your conviction that
the solution to the faults in financial reporting does not lie in more regulation.
The solution lies within the profession."
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SPECIAL; HOUSE SUBCOMMITTEE INQUIRY INTO BEVILL, BRESLER & SCHULMAN, INC.
"Hearing into the Federal Supervision of Government Securities Transactions: The Failure
of Bevill, Bresler & Schulman, Inc." was the title of a House Government Operations
Subcommittee inquiry in Washington, D.C. on 5/15/85. The Commerce, Consumer, and
Monetary Affairs Subcommittee, Chaired by Rep. Doug Barnard, Jr. (D-GA) opened the
hearing by discussing "the number of important similarities" between the ESM Govern
ment Securities, Inc. failure and the failure of Bevill, Bresler and Schulman.
According to Rep. Barnard, "the most significant is in the evidence that various reg
ulatory agencies of the Federal Government had knowledge of both firms' abusive and
apparently fraudulent practices, years before they failed. An additional similarity
is that scores of federally insured financial institutions have been adversely affect
ed." Rep. Barnard then listed some of the questions his Subcommittee was "seeking
answers" to: what did the SEC and each of the Federal banking agencies know and
when did they know it; what steps have the Federal banking agencies taken or are
willing to take to ensure safety of government securities transactions by financial
institutions; and finally, an examination of the enforcement activities of the
National Association of Securities Dealers, Inc. relative to Bevill, Bresler & Schul
man.
Numerous witnesses for this hearing included court-appointed trustees, SEC Chair
man John S.R. Shad, E. Gerald Corrigan, President, Federal Reserve Bank of New York,
and representatives of the Federal Home Loan Bank Board, Comptroller of the Currency,
Federal Reserve System, and FDIC. During one exchange between Rep. Barnard and Mr.
Richard W. Hill, the SIPC trustee for BBS, Inc., Barnard asked if "previous audits
had been erroneously certified". Hill responded that he was analyzing previous
audits to see if they were done correctly. During a later exchange between Subcom
mittee Member James H. Saxton (R-NJ) and Mr. John L. Manley, with Touch Ross & C o . ,
which are listed as accountants for SIPC Trustee Richard Hill, Rep. Saxton wanted to
know if the accounting profession had a responsibility to more closely monitor the
activities of the government securities market. Mr. Manley replied "yes" and stated
that if audits had been conducted the existence of problems might have surfaced.
Rep. Barnard, prior to the conclusion of the hearing, stated that the Subcommittee
had not learned as much as it had hoped. Additional hearings were not announced.
For additional information please contact Gina Rosasco or Nick Nichols at
202/827-8190.
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